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INTRODUCTION

provider of payment services and the
f

F,nun"rar syslems, me worro
h or"r, pray runoamenrar
roles in the development and
I

2.1

growth of the economy. The
effectiveness and efficiency in

of

monetary policy

Financial lntermediation:

The process of financial
intermediation involves the

performing these roles, particularly the

intermediation between the surplus
and deficit units of the economy,
depend largely on the level of

,l

development of the financial system.
It is to ensure its soundness that the

mobilization and allocation of financial

I

resources through the financial
markets (money and capital ) by

financial institutions (banks and non-

banks) and by the use of financial
instruments (savings, securities and
loans). Details of the process are

MR J. O. ADEFIBIGBE

financial sector appears to be the
most regulated and controlled by the

government and its agencies.

ulcrum

implementation

Specifically, an attempt has
been made to provide an overview of

discussed in the Appendix 1 attached

Generally, the stage of development
and, thus, the efficiency of the system
varies among countries and changes

the institutional structure

over time in the same country, in

system, as

background for

tandem with the development of the
real economy. ln other words, the
more developed and sophisticated

the level of development of the

subsequent sessions at this seminar
that, willaddress issues and strategies
for enhancing the soundness and

the underdeveloped nature of the

financial systems tend to be
associated with the mature

and

development of the Nigerian financial

a

stability of the nation's financial

in the real economy just as the

system. For ease of exposition, the
paper is presented in four parts. ln
part2, following this introduction, the
roles of the financial system in the
promotion of economic growth and
development, is discussed. Part 3

economy responds to developments
in the financial sector. ln the words of
Revell (1973), "the financial system

reviews the structure and development
of the Nigerian financialsystem, while
Part 4 evaluates its performance and

is a superstructure created on the
basis of the real wealth of the

identifies the challenges facing the
sector in an increasingly liberalized

communitt''.

and globalized financial environment.

economies, while under-developed
financial systems feature in developing

economies. As a process, the
financial system adjusts to changes

An Appendix containing the basic
againstthis background,
that we review the structure and
evolution of the Nigerian financial

concepts and definition on the subject
is attached.

system, particularly since the

PART TWO

commencement of operations of the
Central Bank of Nigeria (1959), when

2.

It is

the development of the country's
financial institutions came into

and f inancial policies.

*

effectiveness of financial intermediation
in any economy depend critically on

country's financial system. ln effect,

financial system in most developing
countries account largely for the

relative inefficiency of financial
intermediation in those economies. ln
most of such countries, the financial

system is, in general, shallow and
narrow and unable to intermediate
efficiently in the mobilization and
allocation of resources for productive
investment. ln these countries and

I

I

I

I

I

I

I

those in transition, the financial
I

system is dominated by banks, which
are typically oligopolistic in structure
and tend to concentrate on short-term

lending as against investments with
long-term gestation period. The
alternative/complementary sou rce for
financing development projects is the
development of debt orequity markets

1

,

I

1

I

THE ROLES OFTHE

which at best, is at the rudimentary,
stage of development. lt is in this

FINANCIALSYSTEM
INTHEECONOMY

regard that specialized financial
institutions, including government

ln any economy, the financial

system is the hub of productive

owned development banks have been
established in most of these countries
to bridge the gap. ln the long run, the

activity, as it performs the vital role of
financial intermediation, is the primary

development of capital market
institutions remains critical to the

sharper focus, aimed at facilitating the

financing of Nigeria's Development
Plans and the conduct of monetary

to this paper. The efficiency and

Mr. J. O. Aderibigbe is the Special Adviser to the Govemor (CBN) on Economic matters. Being paper delivered at the 2OO4 FICAN
Seminar held at Oweni, lmo State trom 2@-28e January, 20U.
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promotion of economic development
and growth.

2.2

The Payments System

An efticient and reliable
payments system is important for
promoting economic efficiency and the

proper functioning and integration of

financial markets. The payments
system acts as a conduit through
which financial and non-financial firms

and other economic agents can
influence the overall f inancial stability,

as well as accelerate the pace of
financial deepening and efficiency of

financial intermediation. Over the
course of history the payments
system has evolved from trade by

stabilization and balance.

crder to build up confidence and

Consequently, regulatory and
superuisory auhorities have responsibility
to promote a robust infrastructure for
the financial sector stability. This has

stability of the system.
(i)

The Central Bank of

Nigeria(CBN)

been addressed in most countries
through the adoption of programmes
of financial sector reform. ln most
developing and transition economies,

the reform and development of the
financial system has been slow
process, since it takes time to build
skills and institutions as well as
change the incentive structures for
reform. Moreover, financial systems
do not function in a vacuum and, in
large part, respond mainly to

The Central Bank of Nigeria
(CBN) is the apex regulatory authority

in the Nigerian Financial sector. The
responsibilities of the CBN are defined

by the Banks and Other Financial
lnstitutions Act (BOFIA)of 1991 and
the subsequent amendments. Among

its primary functions, the Bank issues
Legal tender currency and maintains

Nigeria's external reserves to
safeguard the internationalvalue of the

system in these countries would be
slow and prolonged. lt is, therefore,

domestic currency. lt also serves as
banker and financial adviser to the
Federal Government, as well as,
banker to other banks in the country.
The CBN promotes the development
of money and capital markets through

not strange that financial sector
development in Nigeria has taken

the establishment of

the backbone of the payments

institutions and has responsibility of

system.

considerable time.

f

PART THREE

monetary and exchange rate policies
in Nigeria. The CBN was atthe centre

barter to the use of commodity money,
cheques to electronic money. As the

repository of the economy's
immediate liquidity, the financial
system, especially banks, constitute

2.3

Monetary Policy
lmplementation
Eff

developments in the non-financial sector.
And, sincethetransformation of the real

economy takes time, it is most likely
that the development of the financial

efficiency and soundness oI the
financial system are often geared
towards supporting macroeconomic
and monetary performance. That is
because a reasonably sound,

DEVELOPMENT OF THE
NIGERIAN FINANCIAL

3.1

competitive and responsive financial

system is critical to the effective
conduct of monetary policy and efficiency
of the transmission mechanism. ln this

regard, the maintenance of financial
sector stability is complementary to
monetary and price stability. Both go
hand in hand and are key ingredients
for economic confidence upon which

investment, growth and prosperity
depend. Recent experiences have
established the importance of financial

sector stability from the perspective

of macroeconomic performance.
Such experiences illustrate the extent
to which unsound and uncompetitive

financial systems resulting from
inadequate regulatory f rameworks can

weaken efficient credit allocation,
distort the structure of interest rates,
disrupt monetary policy signals and
impose significant financial costs, with
adrerce onsequences for nacroeornrnb

institutions and instruments, following
its establishment in 1959, in the effort

SYSTEM

to facilitate the conduct of monetary
policy and liquidity management by
banks. There was no independent

lntroduction

monetary policy and money market in
Nigeria before the establishment of the

The Nigerian Financial

CBN. Nigeria depended on the

System (NFS) has, over the years,
undergone remarkable changes in
terms of the number of institutions
established, ownership structure, the

depth and breath of the financial
markets, subject to the economic
environment under which it operates
and the regulatory framework. Apart
from the regulatory and supervisory

bodies, one can group institutions
operating in the system under the
money market, capital market,
development f inance institutions and
other financial institutions, and funds.
3.2

ormulating and implementing

of the creation of money market

THESTRUCTUREAND

orts to improve the

relevant

RegulatoryAnd
Supervisory Authorities

metropolitan London.

The CBN derives legal
authority from the CBN Act number
24 ot 1991 (amended in 1997, '1998,
and 1999) and the Banks and Other

Financial lnstitutions Act (BOFIA)
number 25 of 1991(amended in 1997,
1998, and 1999), which supercededthe
CBN Act of 1958 and the Banking Act

of 1969. The amendments gave the
CBN greaterflexibility in regulating and

supervising the banking sector and
other financial institutions, which

hitherto, had operated outside its
regulatory purview.. lt also confers
instrument autonomy on the Bank in
the formulation and implementation of

The surveillance role of the

monetary policy in Nigeria.

regulatory/superuisory authorities are
criticalto ensuring the soundness and

ln addition, the

efficiency of financial institutions in

conferred on the Governorof the CBN

6
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and the Board of Directors of the Bank,
powers to revoke the operating license
of a bank granted under the principal

Act. lt also reviewed uPwards,

penalties for

liabilities of licensed banks operating
in Nigeria; assists banks to overcome
temporary illiquidity problem in the

interest of the system, guarantees

off ences and
contraventions of the Act by banks and

to a maximum of N50,000

other financial institutions and

depositor and supports the regulatory

extended the powers of the CBN to
remove erring directors and principal
officers of banks.

authorities in ensuring sound banking
practice and fair competition in the
banking industry. The NDIC Act also

payments to insured depositors of up

empowers

it

Per

to examine the books and

The relationship between the
government and the CBN in the areas
of monetary and exchange rate policy

affairs of insured banks. All licensed
banks in Nigeria are mandated to pay
to the NDIC 15i16 of one percent of

formulation and implementation

their total deposit liabilities

undenryent major changes in 1 998 when

insurance premium, annually.

as

the Bank was granted instrument
autonomy. Hitherto, the CBN could

The NDIC has, at the instance

only implement policies approved by

of the CBN, performed the function of

the government, including decisions on
interest rates and exchange rates. The

receiver/ liquidator of terminally
distressed banks. lt uses the

Monetary Policy Committee is nowthe
highest monetary policy organ with its
decision subject to the approval of the
Committee of Governors and the CBN

proceeds from the sale of assets of
liquidated banks to settle part of the

claims of depositors and other

Transactions (OCT), futures, options

and other derivatives, commodity
exchanges and any other recognized
investment exchanges. The SEC

maintains surveillance over the
securities market to ensure strict
compliance with the regulatorY
requirements of "just and equitable
dealings".

Since 1999,.when the SEC
stipulated minimum paid up capitalfor
all capital market operations, efforts

had been made to restructure the
Nigerian capital market. For example,
minimum paid-up capital for Stock
brokerage firms was fixed at N20
million, lssuing Houses N40 million,
Brokers N10 million and N5 million
for Registrars. lt is important to note
that, since its inception, activities of
SEC have continued to impact
positively on the development of the
Nigerian f inancial system.

creditors including claims of

Board of Directors. The extent to
which the Bank is able to perform its

depositors in excess of N50,000. ln
recent years, the NDIC has worked

functions efficiently and effectively is
a function of its statutory powers, as

problems of distress in the banking

The Federal Ministry of

industry and thereby ensure financial

Finance is the apex fiscal authority,
responsible for the formulation and

well as its internal and external
environment. ln other words, the

(iv)

The Federal Ministry of
Finance (FMF)

relentlessly with the CBN to stem the

sector soundness and stability

in

constraints imposed by its laws and
the environment, could preclude the

Nigeria.

regulation of government fiscal

Bank from responding positively to the
changes taking place in the financial
system. This is because organizations
do not exist in isolation or away from

(iii)

operations in Nigeria. lt coordinates
its activities with those of the CBN, to

the dynamic forces within their
environment; rather, they are influenced

by such forces. Over the years, the
Bank's responsibilities have not only
increased phenomenally but also have

become complex in view of the
increasing sophistication ol the
Nigerian financial sector.

(ii)

Nigeria Deposit

lnsurance Corporation
(NDrC)

The Nigerian Deposit
lnsurance Corporation (NDIC) was
established by Decree 22of 1 988, and
began operations in February 1989.

The Securities and
Exchange Commission

(sEc)

minimise conflicts in objectives and to
harmonise them so as to ensure the

The Securities and Exchange

actievement of defi ned macroeconomic
goals of government, in any given year.

Commission is the apex regulatory
body for the Nigerian Capital market.

It was established by the Securities
and Exchange Commission Act of
1979, which was further strengthened

by the SEC Act of 1989 and the
"lnvestments and Securities Act
No. 45" of 1999. The new Act
conferred on the Commission wide
range regulatory powers over the
institutions operating in the capital
market. lt licenses the stock
exchanges and capital trading points

as well as provides operational
guidelines for institutions in the capital

market.

Its primary responsibility is to provide
protections for bank deposits in order
to promote confidence in the banking

registering all securities offered in all

industry and ensure stability of the
system. ln carrying out this major
function, the NDIC insures

stock exchanges in the country,
issuing houses and stock brokers. lt
isters Over-the-Counter
also

The SEC is responsible for

7

Apart from holding meetings with the

CBN, the Permanent Secretary is a
member of the CBN Board, thereby
providing another avenue of ensuring

coordination and harmony between
fiscal and monetary polices in the
country. The Federal Ministry of
Finance is the supervisory ministry for

the SEC and National lsurance
Commission, among others, as well
as the CBN until the Bank was granted

autonomy in 1998.

Fiscal policies have
considerable impact on monetary
policy through the actions of
government in the money and capital
markets.

Vol.2B No.

January/March,2OO4

1

The National lnsurance

(v)

Commission (NAICOM)

The National lnsurance
Commission was established in 1997

as the regulatory authority for the
insurance industry. lt replaced the
Nigerian lnsurance Supervisory Board

(NISB), which was established by the
lnsurance Special Supervision Fund
(amendment) Act number 62 of 1992
to take overthe regulation/supervision
of lnsurance Business from the FMOF.

NAICOM's specific functions include:
a

establishment of standards for

the conduct of insurance
business, protection of
insurance policy holders and
establishment of a bureau to
which complaints may be
submitted against insurance

a

NDIC, SEC, NAICOM and the
Registrar General of the Corporate

Affairs Commission (CAC). The
Committee meets regularly to
coordinate its activities in order to
minimize areas of conflicts and
regulatory arbitrage that could result

from the lack of proper coordination

3.3

(iii)

accounts

paying or collecting cheques
drawn or paid by customers

provision of finance, consultancy
and advisory services
making or managing investment
on behalf of any person
(v) the provision of insurance marketing

(iv)

services and capital market
regulatory authorities.

the

Before the establishment of
CBN in 1959, there was no

independent money market in Nigeria,
as money market operations was an

structure

banks. The major function of the
money market is to facilitate the

companies.

(ii)

as could be required by the

ensuring the establishment of money
market institutions and instruments,
mainly Treasury Bills and Certif icates
to facilitate the conduct of monetary
policy and liquidity management by

insurance

) The business of receiving deposits
on current, savings or other

business or such other services

the public
ensrring a@uate cagital ization
and reserves for insurance
businesses in Nigeria and
implementing the new capital

of

(i

The Money Market

intermediaries by members of

and other

economy. ln particularthey undertake
the following activities:

from the individual regulatory units.

extension of the London Market.
Since the early 1960s the CBN
embarked on the catalytic role of

companies
a

1998, (as amended) to coordinate and
harmonize the supervisory efforts of all
regulatory institutions in the country.
The FSRCC comprisesthe CBN, with
the Governoras Chairman, the FMOF,

intermediation of short-term f unds f rom

These services are to be
provided, after the bank must have
complied with the statutory requirements

for providing such services. Deposit
money banks create money in the
process of providing loans and
advances to their customers. The
ability of banks to create money is,
however, limited by statutory reserve
requirements of the Central Bank.

Generally, activities of the deposit

money banks impact on the

soundness and stability of the financial

system hence the special attention

ln 1999, NAICOM implemented
the new capital reform for insurance

the surplus to deficit units of the
economy. The deficit units, which

companies, which stipulated

a

could be public or private source funds

minimum paid up capitalof between
N20 million for general insurance to
N90 million for special risk category
insurances.

with the NDIC, is the principal

from the market to bridge budgetary

regulatory authority.

securities in the market. The major

(i

gaps by trading in short-term

Bank of Nigeria (FMBN)

player in the Nigerian money market,
which forms the hub of the financial
sector, comprises the deposit money
banks, discount houses and CBN.

The FMBN was established

instruments include Treasury Bills,

by Decree 7 of 1977, when it took over
the assets and liabilities of the Nigerian

Treasury Certificates, Call Money,
Certificates of Deposits, Banker's

Building Society, following the

Acceptances, I nvestment Funds, and
Commercial papers.

(vi)

The Federal Mortgage

adoption of the National Housing policy

The primary money

market

responsible for the licensing of
mortgage institutions in Nigeria.

(vii) The Financial

Services
Regulatory Coordinating

Committee (FSRCC)

The Financial Services
Regulatory Coordinating Committee
(FSRCC) was set up by Act No 37 of

authorities. The CBN, in collaboration

i)

The Discount Houses

(DHs)

A Discount house is a
specialized non-bank financial
institution, which engages in
mobilizing funds from surplus sectors

and channeling them into deficit
sectors. Theirclients are mainly banks
and other financial institutions, placing
or borrowing large amounts of money

usually on very short-terms. They

in 1990 and the enactment of Act
number 3 of 1991 , the FMBN became

accorded them by the regulatory

(i)

The Deposit Money Banks

mobilize their resources for investment

(DMBS)

in securities through discounting and

The Deposit money banks
(DMBS) emerged following the
adoption of the universal banking
system in 2001 and the removal of the
dichotomy between commercial and
merchant banks. A universal bank
performs the most important role of
financial intermediation in the Nigerian

8

rediscounting (i.e. repurchase
arrangements or repos) facilities in
government short-term securities. An
anachoronism of the English financial

system, discount houses were
introduced to the Nigerian money
market in the early 1990s to facilitate
the conduct of open market operations
as an instrument of monetary
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With the change from direct to indirect
method of conducting monetary policy
in Nigeria, emphasis has now shifted
to the use of Open Market Operations

its trading floors to Port-Harcourt,

competition in the sub-sector. The

Kano, Kaduna, lbadan, Onitsha and
Abuja to bring its services closer to
the investing public.

steering committee, with the former

ln order to avail small and

(NIDB) and the Nigerian Bank for
Commerce and lndustry (NBCI), as
wellas the NICON lnsurance and the

(oMo).
Discount houses in Nigeria
include Kakawa Discount House
which commenced operations in 1995,

First Securities Discount House,
Expressed Discount House and

Associated Discount House.
Although the number of discount

medium scale enterprises, which often

cannot meet the stringent listing
requirements of the NSE, the
opportunity to raise funds in the
market, the NSE introduced the

CBN was appointed chairman of the
Nigerian lndustrial Development Bank

Nigeria Re-insurance Corporation as
members.

The Abuja exchange was
incorporated in June 1998 with an
authorized capital of N1000 million.

liabilities had increased substantially,

Second-tier Secu rities Market (SSM)
for the quotation and tisting of the
SMES. By marshalling savings and
making them available to companies
and public authorities that need them,

overthe years.

the NSE plays an important and

commodity exchange, which is yet to
commence operations.

3.4

supportive role in capital formation.
The dealer members of the NSE serve

(iii)

houses in existence had remained
relatively small, their assets and

The Capital Market
The capital market is a market

for mobilizing long-term funds for
investments in capital projects. The

main institutions in the Nigerian
market are the Nigerian Stock
Exchange (NSE), Abuja Stock
Exchange, lssuing Houses and Stock
Brokering Firms. Reminiscent of its
role in the establishment of the Money
Market in Nigeria, the CBN played a
central role in the establishment of
capital market institutions in Nigeria
including the Securities and Exchange

Commission. The Bank was also
responsible for the issuance of the
Federal Government Development
Stock, which in the 1960s and 1970s

constituted a major capital market
instrument.
(i)

The Nigerian Stock
Exchange(NSE)

The NSE evolved from the
Lagos Stock Exchange, which was
incorporated as a limited liability
company and provides a mechanism

as investment advisers to institutional
investors. ln addition to the purchase
and sale of securities, they sometimes,

underwrite new issues and introduce
new companies to the Stock market.
The main capital market instruments
are equities, debentures, bonds and
stocks. Other instruments traded in
the market are industrial loan stocks
and preference shares as well as giltedged securities. ln recent years,
activities in the equity market have
been very buoyant while the bond
market is dormant due to shoftage of
securities.

ln 1998, the central clearing
system was introduced to facilitate

trading through the enhanced
processing and settlement of

Later developments, however, led to

the changing of the exchange to a

The Primary Market

The primary market is the
market for new issues of securities.
The mode of offer includes offer for
subscription, right issues, offer for
sales and private placements.
Generally, a right issue tends to
dominate the market. For example,
in 2000, equity offers for right issues
accounted for 2159.6 million 8 or 63.8
per cent of the subscriptions. Over the

years, the market has witnessed
further liberalization and these have

had significant impact on financial
sectordevelopment in the country. The
dealing institutions include the issuing

houses, deposit money banks, stock
brokers, insurance companies and the
CBN.

transactions and the Automated

Up until 2003, the CBN was

Trading System(ATS) was introduced

responsible for the issuing and
management of the Federal
Government Development Stocks,

to automate trading on the floors of
the exchange. That same year, the
NSE did the cross border listing of
"MneV Super sports" on the floors of
the exchange during which the

through its Public Debts Office (PDO)

in the Banking Operations
Department. With the establishment

of the Debt Management Office

savings for productive investment in

Company was concurrently listed on
the Johannesburg Stock Exchange.
NSE also entered into a Memorandum

2001 under the Presidency, the CBN
relinquished this responsibility to the

the economy. Specifically, the functions
of the exchange include: providing the

of Understanding(MOU) with the
Ghanaian and the Nairobi Stock

DMO. Only recently, in 2003, the
issuance of Federal Government

Exchanges.

Bonds was revived.

(ii)

(iv)

for mobilizing private and public

medium

f

or bringing

market

participants together for the purchase

and sale of stocks and shares.
Granting of quotation on the Exchange
in respect of shares and stocks under

the listing requirements of the NSE.
Encouraged by increased demand for

its services the Nigeria

Stock

1977 extended

The Abuja Stock (now
Commodity) Exchange

in

The Secondary Market

This is the market where existing
Following the adoption of the
recommendations of the Odife Panel

securities are traded and it consists
of stock exchanges and Over-the-

Report, the Abuja Stock Exchange

Counter (OTC) markets, where

was established to stimulate

I

securities are

and sold after
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their issuance in the prtmary market.
Activities in the secondary market are
carried out on the floors of the stock

new industries and the expansion of
existing ones. The Nigerian Bank for
Commerce and lndustry (NBCI), that

Central Bankof Nigeria. The proposal

exchange, where investors and sellers

was set in 1973 to provide equity

of securities meet to consummate

capitaland funds to small and medium

deals through their stock brokers who

industrialists. There is also the

highly competitive and success
depended not only on competitive
prices and quality but, also on the

are the dealing members of the
exchange. The dealing institutions
that perform the secondary market

Nigerian Agricultural and Cooperative
Bank (NACB), which was establish to
finance viable agricultural projects to

functions are the Stock Exchange and

enhance the level and quality of

the Stock brokers.

agricultural production in the country.
Its activity was complemented by the
CBN's Agricultural Credit Guarantee

Activities in the secondary
market have increased substantially
overthe years, and due to the increase
in activities in the market, additional
trading floors were opened in other
parts of the country. The market has

witnessed phenomenal growth in
recent years in terms of the volume
and value of transaction as well as the

market capitalisation. The improved
performance in the secondary market

is said to be traceable to

Scheme Fund (ACGSF), which
operates through deposit money
banks to provide guarantee for

and decision were prompted by the
reality that world export market was

exporters'ability to obtain and extend
credit facitities. The package of exporl

incentives provided, included the
Export Credit Guarantee and
lnsurance Scheme, which was aimed

at guaranteeing loans granted by
banks to exporters and providing credit

guarantee facilities to Nigerian
exporters against risks of foreign
buyers'default.

agricultural loans to farmers.

The activities of NEXIM
Recently, there has been some
reforms and restructuring of the DFIS
to enhance their effectiveness and
efficiency in meeting the objectives for

which they were established.

include trade and project finance at

preferential interest rates, treasury
operations, export advisory services,
provision of market information and
market risk guarantees. The CBN

Consequently, the merger of NIDB,

NBCI and Nigeria Economic

provided the Refinancing and

successful elimination of institutional

and regulatory factors that had,

Reconstruction Fund (NERFUND)
resulted in the establishment of the
Bank o{ lndustry (BOl). ln the same
vein, the NACB, Family Economic
Advancement Programme and the
Peoples Bank were merged to form
the Nigerian Agricultural and Rural

of N2.1 billion and translerred its
operations to NEXIM in 1991 . At the

hitherto, constrained

f

the

oreign

investment flows into the country.

(v)

The Unit Trust Scheme

The Unit Trust Scheme is a
mechanism for mobilizing financial
resources from small and big savers
and managing such funds to achieve

maximum returns with minimum
risks, which is achieved through
portfolio diversification. lf well

Development Bank (NARDB).
(i)

The Ut.lcan D'evelopment
Bank(UDB)

managed, Unit Trust Schemes offers

the advantages of low cost, liquidity

tackling

3.5

same time, the Foreign lnput Facility
(FlF) of US $245 billion sourced from
the African Development Bank by the
Bank was also transferred to NEXIM.
These resources have enabled NEXIM

to carry out its activities, which has
made some impact on the financial
system.

(iii)
The Urban Development Bankwas set
up in 1992 to create greater capital for

and high returns. Activities in this area
remain grossly inadequate.

Rediscounting Facility with the sum

the problems of inadequate
housing in cities, transportation,

The People's Bank of
Nigeria (PBN)

The PBN was formed in 1988,
through a budget announcement. The
bank attained legal status with the
enactment of Act number 22of 1 990.

The Development Finance

electricity and water supply. The bank
operates on a profit making basis and
provides finaricial services to both the

lnstitrtions(DF|S)/

The key function of the bank is to meet

public and private sectors of the

the credit needs of small borrowers,

economy for the development of urban

houses, provision of

who cannot satisfy the stringent

mass
transportation systems and public
utilities. They could, with the

collateral requi rements demanded by
banks. The PBN facilitates access
to credit fro economic operators at the

permission of the Minister of Finance,
raise funds in foreign currency.

grass roots level. Following the

Specialized Banks.
Concerned about the slow pace
of development and economic groMh
and recognizing the need to mobilize
exceptional resources for investments
in the critical sectors of the economy,

Development Finance lnstitutions
(DFls) or specialized financial
institutions were established. Some

(ii)

of these institutions include the former

The genesis of the Nigerian
Export-lmport Bank dated back to

Nigerian lndustrial Development bank
(NIDB), set up in 1964 to harness locat

and foreign skills, provide local and
foreign capital for the development of

The Nigerian Exportlmport Bank(NEXIM)

restructuring of DFIS, the PBN is now
part of the NARDB.

(iv)

The Community
Banks(CMBS)

March 1979, when the Federal
Government approved a package of
export incentives proposed by the
10

The community banks are selfsustaining financial institutions owned
and managed by the community. The
former National Board for Community
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banks was responsible for receiving and

processing applications for the
establishment of community banks

growth and development objectives. ln

(iv)

particular the deregulation and

Primary Mortgage
lnstitutions (PMls)

liberalization of the financial sector

but recently, it has been brought under

stimulated competition and enhanced

the purview of the Central Bank of
Nigeria.

Other Financia!
lnstitutions And Funds

3.6

The PMls was established in
1989, followed the enactment of Act
number 53 to mobilize savings for the
development of the housing sector.
With the further liberalization of the

efficiency in resource allocation.
Moreover, financial services has
improved in terms of speed of response

to customers' needs and the quality
of services rendered. Also, financial

financial system, more Mortgage

services have become more

There are other non-bank
financial institutions that provide

Finance lnstitutions are being set-up.

widespread in terms of the numberand

financial services of some kind to the
public. A few of these institutions are

(v)

listed below.

variety of institutions. Specifically
some of the major achievements

The Nigerian Socia!
lnsurance Trust Fund
(NSrrF)

include:
(i)

(i)

Finance Companies
Finance companies are short-

The NSITF was established in
1993 by Decree 73. The fund was

lncrease in the number
of operating institutions:

term non-bank f inancial intermediaries

meant to adopt a more comprehensive
approach for health insurance for both

The most visible reform to enhance
competition and efficiency was the

involved

mobilization,

private and public sector employees.

placement and management, project
financing, equipment leasing, debt
factoring and granting of loans. They
are by law, prohibited from accepting

It replaced the National Provident

substantial increase in the number of
operating licenses issued to financial
operators. Prior to 1986, there were
only 40 banks in the country, but the
number rose steadily to 120 in 1992
but declined to 89 in 2003 following
the liquidation of a numberof terminally

in fund

deposits and undertaking foreign
exchange transactions.

Fund, which was established in 1961

as a compulsory scheme for nonpensionable workers.

3.7

Conclusion

distressed banks. More impofiantly

The BOFI brought their
supervision under the CBN and the
Othe r Financial lnstitutions
Department undedakes spot checks
on these companies to monitor their

operations and ensure that they
conform with regulations in order to
avoid distress problems among them,
reminiscent of the 1990s experience.

(ii)

lnsurance Companies

The insurance firms perform life
and non-life functions. The Nigerian
Re-insurance was established in 1977

to provide cover for insurance
companies. lnsurance companies
mobilize funds in the form of premiums
from policy holders and invest them in

other outlets such as bonds, stocks,

From the foregoing, it is clear that
developments in the Nigerian Financial

system has contributed to some
extent in promoting economic growth

into the system. lnstitutions such as
discount houses and bureaux de

and development in the country.
However the operations of some of

change are new to the system. (see
attached tables on groMh of banks).

these institutions were characterized
by inefficiency and ineffectiveness.
Some of these problems are being
addressed in the context of the ongoing financial sector reform.

PART FOUR
APPRAISAL OF PERFORMANCE
AND CHALLENGES FORTHE

FINANCIALSYSTEM
The Nigerian financialsector has
over the year, recorded appreciable

in terms of

mortgages and government securities.

achievements

(iii)

meet the country's development goals.

Bureau de Change

other varieties of institutions and new
financial products have been introduced

its

institutional groMh and response to

(i

i)

lmproved Service Delivery
and Products Innovation

With the adoption of modern
technologies in information and
communication, services delivery in
banks have become faster. The
introduction of bank cards and
automated teller machines, which
dispense cash at designated points

are being introduced to facilitate
encashment of cash and the risk of
carrying large amounts of money.

(iii)

lmproved Approach to
Monetary Management

the Bureau de change to enhance

lndeed, the adoption of financialsector
reform as an element of the Structural
Adjustment Programme (SAP) in 1986
has to a considerable extent, helped

accessibility to foreign exchange by
small users. The Bureau de change

to reduce or eliminate most of the

found, the world over, to inhibit

institutional rigidities and administrative

efficiency in resource allocation as well
as innovative ideas and development
in individual institutions. The adoption
of a market based mechanism, which

To broaden the foreign exchange

market, the CBN in 1988 introduced

act as dealers in the spot market and
buys and sells foreign currencies at
prevailing prices.

controls that had hindered the
efficiency and effectiveness of the
system, in achieving the nations
11

The use of direct administrative
controls of interest rates, credit ceiling
and sectoral allocation have been

Vol.28 No.

January/March,2OO4

1

vogue in both developed and

Despite the progress made in

would reduce the volume of cash

developing countries, has enhanced
the efficiency and responsiveness of

ensuring a sound, stable and efficient

transactions through the encouragement

financial system that can respond

of various payments mechanism,

effectively to the needs of the Nigerian
economy for sustainable growth and
development, there is still considerable
room for improvement. More important,
the challenges posed by globalisation,

including the use of cheques and other
near money instruments.

is now the

the monetary authorities in responding

to macroeconomic shocks.

(iv)

The Payments System

Considerable progress has also
been made to enhance the efficiency
of the payment system. The adoption
of the automated clearing system in
2002 has reduced cheques clearing
days considerably. Effort to introduce
RealTime Gross Settlement (RTGS)
system for large value transactions
has been sustained.

(v)

Enhanced effectiveness of the
Securities and Exchange Commission
has helped to improve efficiency and
transparency in the capital market.

liberalization and technological
innovations are enormous, especially
in terms of competition. Already, there
is an increasing sophistication of the

The challenges facing the
regulatory authorities in promoting a
sound, stable and efficient financial
system are enormous and require the

strengthening of each institution's
reguhtory framework and capacity as well

consumers of financial services, which

as maintaining effective coordination

will put a lot of pressure on existing
resources. Despite the large number

of various regulatory efforts to avoid

of banks, which should provide
considerable competition the wide
spreads between the deposit and
lending rates is characteristic of an
oligopolistic banking system. Related
to this is the challenge of developing
a more efficient payments system that

conflicts of roles and duplication of
efforts. The achievement of financial
sector stability is fundamental to the

maintenance of macroeconomic
stability, which is sine qua non for
sustainable groMh and development.
They go hand in hand and you cannot
have one without the other.
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